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JtuBLIC  DEBTS,  whether  national  or  local,  belong  to  modern 
history.  Our  National  Debt  dates  from  the  Revolution  of  1688. 
It  is  five  years  after  that  event  until  we  find  the  item  ''Interest 
and  Management  of  the  Public  Debt "  figuring  in  the  accounts  of 
the  Exchequer.  At  William's  death  in  1702  the  debt  was  twelve 
millions,  an  amount  which  was  increased  threefold  during  the 
twelve  years  of  the  reign  of  Anne.  George  the  First's  thirteen 
years  raised  our  national  obligations  to  fifty-two  millions,  while 
by  1760,  when  George  the  Second  died,  they  exceeded  one  hundred 
millions.  During  the  long  reign  of  George  the  Third  the  burden 
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j  Tlxo  rise  was  just  a  geometrical  progression, 
from  twelve  to  a  hundred  millions  in  fifty-eight  years,  and  from 
one  to  nine  hundred  millions  in  the  sixty  years  succeeding.  The 
explanation,  of  course,  is  war.  We  spent  a  hundred  millions  in  a 
vain  attempt  to  compel  the  allegiance  of  the  United  States,  and 
more  than  eight  hundred  millions  in  avenging  Louis  xvi.,  over- 
throwing Napoleon,  and  restoring  the  Bourbons  to  the  throne 
of  France. 

It  is  about  the  middle  of  the  third  George's  reign  that  we  first 
hear  of  Local  Debts.  France  was  then  in  the  throes  of  the  great 
revolution,  and  a  sympathetic  distress  extended  to  Britain. 
Parliament  made  advances  to  local  authorities,  towards  public 
works  for  the  relief  of  the  unemployed  and  the  promotion  of 
objects  of  utility.  For  a  quarter  of  a  century  such  grants  were  on 
a  very  small  scale.  But  with  the  close  of  the  French  war,  com- 
mercial depression  induced  the  Government  to  provide  employment 
in  a  more  systematic  way  ;  and  throughout  the  Victorian  era 
assistance  by  the  legislature  became  more  and  more  a  feature  of 
domestic  policy.  Free  gifts  by  the  State  were  rare,  being  granted 
in  circumstances  of  clamant  necessity,  such  as  arose  from  the 
failure  of  the  potato  crop  in  Ireland.  The  other  modes  in  which 
Parliament  has  assisted  local  undertakings  may  be  classified  under 
five  divisions  : 

(1)  Grants  in  aid  have  been  made  out  of  specific  taxes  or  other 
imperial  funds.     This  method  of  help  differs  in  no  material  way 
from  the  free  gifts  just  mentioned. 

(2)  Powers  of  local  rating  have  been  conferred  to  a  very  wide 
extent.     'Local  expenditure  is  indeed  primarily  and  chiefly  pro- 
vided out  of  local  rates,  which  supply  the  security  for  the  capital 
advanced  under  the  remaining  three  of  our  five  divisions. 

(3)  Government  departments,  such  as  the  Public  Works  Loan 
Commissioners,  have  been  authorised  to  advance  funds  to  local 
bodies,  urban,  parochial,  and  rural,  and  large  amounts  have  been 
lent  under  this  authority.  ^ 

(4)  These  local  bodies  have  been  empowered  to  borrow  from 
private  lenders  as  well  as  from  departments  of  the  State.     The 
capitalists  that  have  responded  most  freely  to  applications  for 
loans  of  this  kind  are  the  Life  Assurance  Societies. 

(5)  Municipal  and  other  corporations  have  been  authorised  to 
create  debenture  stocks  and  other  forms  of  marketable  security, 
and  this  mode  of  raising  money  has  been  employed  to  such  an 
extent  that  more  than  forty  pages  of  the  Stock  Exchange  Official 
Intelligence  are  filled  with  a  brief  description  of  the  Corporation 
and  County  Stocks  of  the  United  Kingdom. 

It  is  instructive  and  almost  startling  to  contrast  the  progres- 
sion of  our  Imperial  and  Local  Debts  during  the  eighty  years 
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which  cover  the  reigns  of  the  three  next  successors  of  George  the 
Third,  his  sons  George  and  William,  and  his  illustrious  grand- 
daughter Queen  Victoria.  During  this  epoch,  embracing  four- 
fifths  of  the  nineteenth  century,  the  British  National  Debt  dropped 
from  nine  hundred  millions  of  pounds  to  six  hundred  and  fifty 
millions,  the  average  reduction  during  the  period  being  over  three 
millions  a  year.  The  decrement  is,  however,  by  no  means  uniform. 
The  Crimean  War,  the  Indian  Mutiny,  little  wars,  punitive  expedi- 
tions, and  periodic  panics,  conspired  to  retard  the  liquidation  of 
the  debt,  and  here  and  there  to  replace  by  an  increase  the  general 
decline.  Indeed  a  minimum  of  £630,000,000  was  attained  in 
1899,  just  a  little  before  the  close  of  the  Victorian  era  which 
ended  with  the  century.  Within  the  same  period  of  eighty  years, 
the  local  liability  increased  more  than  the  national  debt  had 
fallen.  While  the  State  wiped  out  £250,000,000  of  its  obliga- 
tions, the  towns  and  counties  added  £300,000,000  to  theirs.  We 
used  to  hear  a  good  deal  of  the  imperial  prosperity  indicated  by 
the  operations  that  produced  the  former  happy  result,  while  the 
new  responsibilities  following  on  municipal  and  provincial  action 
received  but  little  attention  during  most  of  the  time.  If  we  look 
at  the  ratios  involved  rather  than  the  mere  differences  of  amount, 
the  aspect  of  affairs  is  still  more  formidable.  The  National 
Debt  was  diminished  by  28  per  cent.  The  local  debts  were 
increased  more  than  1000  per  cent.  The  latter  ratio  indeed  is  a 
mere  estimate,  for  we  cannot  tell  >the  amount  of  local  debts  at 
the  time  of  the  Congress  of  Vienna,  when  the  National  Debt 
attained  a  maximum,  or  at  the  accession  of  the  last  of  the  Georges 
five  years  later.  The  English  returns  of  local  debts  go  farther 
back  than  those  for  Scotland,  but  even  for  England  and  Wales 
the  earliest  returns  are  for  1874-75,  when  the  local  debt  was 
£93,000,000.  Sir  Henry  Fowler's  report  of  1893  makes  an 
estimate,  known  to  be  imperfect,  of  £44,000,000  as  the  amount 
of  local  debt  in  1868,  and  it  maybe  assumed  with  confidence  that 
in  1820  the  whole  local  debt  was  far  less  than  £30,000,000.  In 
1880  the  debt  was  £137,000,000,  in  1890  £199,000,000,  and 
in  1900  £294,000,000— tenfold  our  liberal  estimate  for  1820. 
These  are  all  English  figures,  but  for  1902  I  give  the  local  debts 
for  every  division  of  the  United  Kingdom  : — 

England  and  Wales,   .          .          .       £343,400,000 

Scotland, 54,200,000 

Ireland 14,400,000 


In  all,         .       £412,000,000 

By  1904  the  total  debt  had  still  further  risen  to  £440,000,000. 
This  growth  of  local  debt,  great,  continuous,  and  accelerating 
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while  it  demands  our  grave  consideration,  yet  in  itself  discloses 
no  cause  for  alarm.  The  total  debt,  national  and  local  together, 
is  considerably  more  in  1900  than  it  was  in  1820.  But  pertur- 
bation at  this  circumstance  would  be  as  unreasonable  as  any 
deductions  drawn  from  the  examination  of  one  side  of  a  balance- 
sheet  without  reference  to  the  other.  Our  burdens  are  heavier 
now  than  they  were  eighty  years  ago,  but  our  strength  to  bear 
them  has  increased  far  more.  The  increase  of  our  liabilities  is  as 
nothing  to  the  growth  of  our  assets.  Sir  Eobert  Giffen  estimates 
that,  between  imperial  and  local  burdens,  we  are  now  paying  one- 
eighth  of  the  income  of  the  whole  population,  whereas  a  hundred 
years  ago,  in  the  times  of  the  Napoleonic  wars,  our  ancestors  were 
probably  contributing  one-third  of  their  income.  In  the  one  item 
of  railways,  unknown  when  George  the  Third  was  King,  Britain 
possesses  a  property  of  the  value  of  £1,250,000,000,  a  sum  equal 
to  the  gigantic  total  of  our  national  and  local  debts  together.  In 
material  wealth  generally  there  was  a  greater  accumulation  in 
the  nineteenth  century  than  in  all  the  eighteen  centuries  that 
preceded.  In  England  and  Wales  the  rateable  value  of  heritable 
property,  or  its  annual  net  rental  after  allowance  for  necessary 
deductions,  was  in  1820  £40,000,000.  The  rateable  value  of 
London  alone  now  amounts  to  £40,000,000,  the  kingdom 
showing  an  assessable  value  of  £175,000,000.  Besides,  of  the 
£440,000,000  of  local  debts,  one-half  represents  the  capital  of 
trades  undertaken  by  municipalities  and  other  public  authorities. 
Success  in  these  undertakings  means  a  public  profit  from  the  debt 
after  the  necessary  interest  and  other  charges  are  provided.  The 
other  half  of  the  debt  represents  expenditure  which  brings  no 
direct  income,  but  which  is  meant  to  add  to  ,the  health  and 
comfort  of  the  people.'  While  we  have  this  benefit  from  the  local 
debt  that  has  been  going  up  so  fast,  there  is  little  to  set  against 
that  burden  of  national  debt  that  we  were  so  slowly  and  painfully 
writing  down.  Some  may  say  that  it  was  incurred  to  provide 
premiums  of  insurance  against  invasion  and  national  disaster. 
I  incline  to  regard  it  rather  as  the  evidence  and  the  remains  of 
our  costly  national  sacrifices  to  Mars.  On  the  other  hand,  although 
here  and  there  our  fast-growing  local  obligations  may  represent  a 
bad  bargain  and  a  rash  or  speculative  expenditure,  yet  the  great 
bulk  of  them  stand  as  the  evidence  of  our  serious  and  successful 
national  efforts  in  obedience  to  the  primeval  command  to  replenish 
and  subdue  the  earth.  With  the  advance  of  the  industrial  arts, 
and  the  diffusion  of  social  well-being,  there  is  always  an  increase 
in  the  ratio  of  local  expenditure  to  the  outlays  of  the  nation  as 
a  whole.  Mr.  Bagehot  almost  suggests  that  that  ratio  is  a 
function  of  civilisation,  varying  directly  with  the  progress  of 
societv. 
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The  outlays  represented  by  these  hundreds  of  millions  of  local 
debt  are  very  varied  in  kind,  and  may  be  classified  in  sundry 
ways.  A  broad  distinction  has  been  drawn  between  trading  and 
unremunerative  work,  the  former  representing  in  general  such 
service  as  is  paid  for  by  those  who  use  it  according  to  the  extent 
of  their  respective  use ;  the  latter  applying  to  work  done  for  the 
community  as  a  whole  and  provided  for  out  of  the  rates.  The 
unremunerative  expenditure  for  the  most  part  applies  to  the 
primary  and  natural  duties  of  local  bodies.  It  includes  the 
making  of  roads  and  bridges,  lighting,  draining  and  watching, 
fire  prevention  and  extinguishing,  sanitation  and  coping  with 
infectious  disease,  and  in  recent  times  education,  including  pro- 
vision for  public  libraries,  art  galleries,  and  museums.  As 
instances  of  trading  or  remunerative  work,  may  be  put  down  the 
supply  of  gas  and  electricity,  tramways,  markets,  and  workmen's 
dwelling-houses,  baths  and  washing-houses,  harbours,  and  canals. 
These  trading  operations,  with  the  exception  perhaps  of  such  of 
them  as  require  servitudes  over  public  roads,  have  been  criticised 
as  outside  the  natural  and  proper  scope  of  public  bodies.  The 
Industrial  Freedom  League,  an  organisation  presided  over  by 
Lord  Avebury,  is  promoted  to  discuss  the  economic  effects  of 
municipal  trading,  on  which  its  verdict  is  adverse.  The  League 
goes  so  far  as  to  urge  that  the  obligations  of  Local  Authorities 
embarking  in  trade  should  be  excluded  from  the  list  of  invest- 
ments available  for  trustees.  It  is  not  likely  that  this  view  will 
be  very  influential  here,  and  it  may  be  remembered  that  six  years 
ago  Mr.  Barrand  brought  befoie  the  Institute  of  Actuaries  cogent 
reasons  for  regarding  many  of  the  Debentures  of  Trading  Com- 
panies as  eligible  Life  Office  Investments.  At  the  same  time  such 
securities  are  of  a  different  order  from  undertakings  fortified  with 
ample  rating  powers.  Advances  to  Harbours  which  have  not 
obtained  the  rating  powers  sanctioned  by  the  Public  Works  Loans 
Act,  and  to  municipal  tramways  without  either  the  rates  or  a 
substantial  "  common  good  "  on  which  to  fall  back  in  the  absence 
of  commercial  success,  ought  to  pay  a  higher  interest  than  ordinary 
local  loans.  On  public  grounds,  it  may  be  admitted  that  municipal 
trading  should  be  undertaken  with  caution  and  watched  with  care. 
In  the  rash  hands  of  those  who  have  been  dominated  by  specious 
social  theories,  considerable  mischief  has  been  wrought,  as  we  shall 
find,  indeed,  within  a  few  miles  of  the  city  of  London,  in  districts 
where  rates  within  ten  or  twelve  years  have  been  well-nigh 
doubled,  and  where  the  past  winter  revealed  a  condition  of 
distress  so  widespread  as  to  call  forth  special  efforts  of  metropolitan 
philanthropy,  in  which  the  Telegraph  and  the  Daily  News  are  on  the 
same  side  as  actors,  and  the  Times  and  the  Charity  Organisation 
Society  on  the  other  side  as  critics. 
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Water  supply  is  usually  looked  on  as  one  of  these  trading  or 
profitable  works,  and  this  would  be  evidently  its  right  place  were 
water  generally  sold  by  quantity  and  supplied  by  meter.  But  as 
that  mode  of  charge  is  usually  confined  to  factories,  private  houses 
being  rated  for  water  according  to  their  rental,  water  supply 
might  be  classed  as  in  great  part  a  non-trading  work,  and  in 
many  towns  the  cost  of  water  is  the  largest  item  of  public 
expenditure. 

A  distinction  on  other  lines  might  be  made  between  works 
that  fall  naturally  to  public  authorities,  because  involving  the  use 
of  property  under  the  control  of  these  bodies,  and  works  that 
appear  to  be  within  the  range  of  private  enterprise.  Tramways, 
water,  and  gas  illustrate  the  former  class  of  undertakings ;  the 
latter  class  we  find  in  baths,  markets,  and  schools.  The  former 
must  partake  of  the  features  of  monopolies,  for  it  is  undesirable 
to  allow  private  applicants  to  lay  tramways  along  the  public 
roads,  or  gas  and  water  pipes  beneath  them.  But  as  regards  the 
other  class  of  works,  those,  namely,  that  can  be  undertaken  by 
private  persons  or  joint-stock  companies,  it  is  a  moot  point  how 
far  Parliament  should  lay  the  burden  of  them  on  public  bodies, 
and  also  to  what  extent  these  bodies  should  assume  that  burden, 
if  it  is  optional  for  them  to  do  so.  There  are  English  Urban 
Corporations  that  have  gone  a  long  way  in  that  direction,  laying 
themselves  out  as  manufacturers,  merchants,  and  shopkeepers;  and 
sometimes  the  result  has  been  far  from,  satisfactory.  The  poor 
success  of  municipal  trading  might  have  been  anticipated  from 
the  consideration  that  town  councillors,  chosen  on  public  grounds, 
are  unlikely  to  compete  on  equal  terms  with  private  traders. 

A  third  mode  of  dividing  the  properties  and  works  that  we 
have  to  show  for  our  four  hundred  millions  of  local  debt,  is 
supplied  by  variations  in  the  probable  lifetime  of  the  subjects 
on  which  the  money  has  been  spent.  Debts  are  incurred  for 
subjects  quite  indestructible,  such  as  land,  or  good  for  hundreds 
of  years,  like  the  main  works  for  the  supply  of  Glasgow  with 
water,  or  for  substantial  buildings  that  may  stand  for  generations. 
In  an  intermediate  class  we  may  put  gas  works,  electric  works 
— the  buildings  lasting  fifty  years  or  more,  but  the  machinery 
liable  to  rapid  deterioration,  and  to  the  not  less  obvious  risk  of 
supersession  by  new  inventions.  And  money  is  borrowed  too  for 
such  short-lived  objects  as  the  macadamising  of  roads,  the  pro- 
vision of  library  books,  and  the  purchase  of  horses. 

I  shall  not  weary  you  with  the  detailed  statistics  which  are  to 
be  found  in  the  blue-books,  but  I  submit  a  brief  summary  of  the 
debt  outstanding  in  1902  in  England  and  Wales,  and  in  Scotland, 
classified  according  to  the  various  purposes  for  which  it  was 
incurred  : — 
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• 

England  and  Wales.    |            Scotland. 

Amount. 

Percent- 
age. 

Amount.  . 

Percent- 
age. 

Reproductive  or  Trading  Works  — 
Water,      
Gas,           
Electric  Light, 
Tramways,        .... 
Markets,  etc.,  .... 
Poor  People's  Houses, 

£ 
59,000,000 
22,500,000 
14,800,000 
12,700,000 
7,200,000 
6,900,000 
3,000,000 
2,500,000 
43,100,000 

17'2 
6-5 
4-3 
3-7 
2-1 
2-0 
0-9 
07 
12-6 

£ 
11,300,000 
6,000,000 
2,400,000 
3,600,000 
500,000 
2,100,000 
200,000 
300,000 
11,100,000 

20-9 
11-1 
4.4 

6-6 
0-9 
3-9 
0-4 
0-6 
20-5 

Baths  and  Wash-houses,  . 
Harbours  and  Canals, 

Public  or  Unproductive  Works  — 
Streets,  Bridges,  and  Ferries,  . 
Drainage,          .... 
Parks,       

171,500,000 

50-0 

37,500,000     69-3 

46,  500,  COO 
33,200,000 
6,900,(iCO 
34,600,000 
13,200,000 
11,500,000 
9,300,000 
16,700,000 

13-5 
9-7 
2-0 

10-1 

3-8 
3-3 
2-7 
4-9 

1,800,000 
1,800,000 
1,000,000 
5,100,000 
300,000 
2,200,000 
1,900,000 
2,600,000 

3-3 
3-3 

1-8 
9-4 
0-6 
4-0 
3-5 
4-8 

Schools,  Libraries,  Museums,  . 
Pauperism,        .... 
Hospitals  and  Asylums,  . 
Public  Buildings, 
Sundry  Works, 

Total  of  both  classes,    . 

171,900000 

50-0 

16,700,000 

30-7  ! 

343,400,000 

100-0 

54,200,000  1  100-0 

It  is  noteworthy  that  of  England's  £343,000,000  of  debt, 
one-half  is  expended  on  strictly  public  works,  and  the  other 
half  on  trade  undertakings;  whereas  of  Scotland's  £54,000,000 
more  than  £37,000,000  represents  outlay  on  commercial  works 
in  which  joint-stock  or  private  enterprise  might  have  rivalled 
municipal  activity.  Scotland  has,  in  fact,  far  outstripped  her 
southern  neighbour  in  discovering  the  disadvantages  of  permitting 
private  interference  with  common  right?.  It  is  but  yesterday  that 
London  with  a  great  sum  obtained  the  management  of  its  own 
water  supply,  a  right  either  never  parted  with  by  the  larger 
Scottish  towns  or  long  ago  repurchased  by  them.  Glasgow,  as  it 
it  is  by  far  the  largest  city  of  the  north,  is  also  the  scene  of  the 
most  energetic  public  trading.  The  story  of  its  municipal  com- 
merce has  been  told  and  criticised  by  observers  both  at  home  and 
abroad,  the  criticism  for  the  most  part  being  friendly  or  the 
reverse,  according  to  the  general  views  of  the  critic  on  socialism 
versus  individual  trading.  An  opponent  of  Municipal  Socialism, 
a  contributor  of  more  than  one  series  of  articles  to  the  Times> 
animadverts  on  the  number  and  the  varied  character  of  the 
municipal  undertakings,  the  apparent  unfitness  for  their  manage- 
ment of  most  of  the  town  councillors  and — more  important  still — 
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the  difficulty  of  reaching  correct  conclusions  as  to  their  commercial 
success  from  the  figures  published  in  the  accounts  of  the  Corpora- 
tion.   On  the  other  side,  a  recent  Glasgow  city  treasurer  published 
in  the  Accountants'  Magazine — he  being  a  member  of  the  Glasgow 
Institute — a  detailed  defence  of  the  western  city  fathers,  maintain- 
ing the  general  success  of  the  city  undertakings,  and  contending 
that  in  many  cases  their  real  financial  condition  is  better  and  not 
worse  than  at  first  sight  appears  from  the  published  accounts.    The 
original  cost  of  the  waterworks,  two  and  a  half  millions,  will  be 
wiped  out  in   thirty-six  years  from  this  time,  when  the  great 
engineering  works  from  Loch  Katrine  to  Glasgow  may  be  expected 
to   stand   in   a   state  almost  as  substantial  as  at  their  opening. 
The  gasworks  cost  two  and  a  half  millions;  half  the  sum  was 
written  off  for  depreciations  within  thirty  years,  and  there  is  also 
a  sinking  fund  of  four  hundred  thousand  pounds.     So  there  will 
be  no  civic  catastrophe  even  if  gas  is  superseded  by  electricity. 
The  electric  works  themselves,  by  the  combined  operations  of  sink- 
ing funds,  reserves,  and  allowances  for  depreciation,  are  written 
down  about  six  per  cent  a  year.     The  municipal  buildings,  which 
cost  half  a  million,  will  be  free  of  debt  in  fifty-six  years.     Even 
the  debt  on  the  public  parks  will  be  liquidated  in  fifty  years  if 
present  arrangements  continue,  although  the  parks  themselves  will 
probably  then    be    of   far   greater  monetary  value   than    today. 
Towns  of  a  less  go-ahead  type  than  Glasgow  have  fewer  to  find 
fault  with  their  remuneration-earning  works,  and  so  gigantic  and 
energetic  a  corporation  as  Birmingham  wins  a  meed  of  praise — 
if   the    praise   be   somewhat  faint — from  pens   the   most  jealous 
of   public   interference   with   the   private   trader.      The    severest 
criticism,  as  I  have  already  hinted,  has  been  earned  by  London 
itself  in  such  districts  as  Poplar  and  Battersea,  as  well  as  in  West 
Ham,  a  near  neighbour  of  the  metropolis,  where  in  eleven  years 
the  rates  advanced  from  the  starting-point — itself  a  high  one — 
of  6s.,  to  a  figure  exceeding  10s.  in  the  pound.     The  indifference 
of  the  middle-class  elector  resulted  in  the  capture  by  trades  unions 
and  socialistic  societies  of  the  government  of  these  places;  and 
extravagant,  and  often  needless,  expenditure  of  public  money  has 
been  the  order  of  the  day.     The  result  is  seen  in  the  wretched 
condition  of  West  Ham  during  the  present  year.     Overburdened 
manufacturers  have  closed  their  works  or  removed  them,  and  the 
distress  of  working  folks,  whose  sole  interests  the  new  regime  pro- 
fessed to  serve,  has  been  so  profound  as  to  call  for  systematic  efforts 
for  its  relief.     The  bitter  lesson  is  working  its  own  cure,  and  the 
more  experienced  and  better  educated  electors  have  found  that 
public  safety  demands  their  aid.     From  the  investor's  standpoint 
it  may  be  admitted  that  no  case  in  any  large  municipality  has 
occurred    in    which    the    security    of   loans    has    been    seriously 
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endangered.  The  unlimited  rating  powers  existing  under  most 
Acts  practically  hypothecate  the  whole  heritage  of  the  locality 
for  the  discharge  of  the  corporate  obligations. 

Thus,  wisely  or  less  wisely,  for  objects  attainable  only  by  the 
action  of  public  bodies,  or  for  objects  which  private  or  joint-stock 
trades  might  have  accomplished  for  us,  have  we  spent  our  four 
hundred  millions,  all  within  a  period  measured  by  the  memory  of 
some  persons  who  are  still  alive.  The  rapid  growth  of  the  debt, 
the  simultaneous  increase  of  the  burdens  of  the  ratepayer,  the 
restricted  credit  of  recent  years,  and  the  remonstrances  of  many 
who  found  or  feared  an  evil  in  the  extension  of  local  powers — 
these  considerations  have  been  brought  home  to  the  legislature, 
and,  if  they  have  not  yet  slackened  the  pace  at  which  we  are 
moving,  have  at  least  given  rise  to  serious  and  careful  enquiries 
which  cannot  fail  of  fruit. 

The  two  Houses  of  Parliament  signified  a  sense  of  the  import- 
ance of  the  subject  of  municipal  trading  by  adopting  the  unusual 
course  of  remitting  it  to  a  joint  select  committee  consisting  of  equal 
numbers  of  Lords  and  Commoners,  to  enquire  into  the  principles 
which  should  determine  the  powers  given  by  Bills  and  Provisional 
Orders  to  municipal  and  other  local  authorities  for  industrial  enter- 
prise both  within  and  without  the  limits  of  their  jurisdiction.  The 
first  of  these  joint  committees  was  appointed  in  1900,  when  a 
general  enquiry  was  made  as  to  the  state  of  the  law,  and  the 
arguments  for  and  against  municipal  trading  were  considered. 
Another  joint  committee  was  named  in  1903,  and  sat  in  the 
summer  of  that  year,  when  evidence  was  given  by  thirty  witnesses. 
Public  bodies  were  fully  represented.  The  Legislature  itself  (the 
Counsel  to  the  Chairman  of  the  House  of  Lords),  National  and 
Metropolitan  administrations,  such  as  the  Local  Government 
Board  and  the  London  County  Council,  members  and  officials  of 
many  English  boroughs  and  other  local  authorities,  accountants, 
bankers,  and  engineers,  all  presented  the  case,  each  witness  in  his 
own  way.  Extreme  schools  were  heard,  Sir  Andrew  Noble  from 
Newcastle  holding  that  municipalities  should  leave  the  supply 
even  of  gas  and  \v«,ter  in  private  hands,  whilst  Mr.  E.  II.  Hartley 
from  Bradford  frankly  called  himself  a  Socialist,  and  desired  public 
-bodies  to  provide  not  only  for  the  actual  needs  of  the  people  but 
also  for  their  luxuries.  Scotland  had  quite  a  due  share  of  attention, 
the  Lord  Advocate  being  called  as  a  witness,  and  several  other 
witnesses  speaking  to  various  aspects  of  Municipal  Trading  in  its 
chief  Scottish  centre,  Glasgow.  A  few  figures  will  indicate  the 
financial  position  of  the  Corporation  of  that  cit}r,  and  the  changes 
within  the  eleven  years  1891  to  1902  : — In  1891  the  population 
of  Glasgow  was  656,000;  in  1902,  760,000,  the  increase  being 
16  per  cent.  The  assessable  rental  at  the  former  time  was 
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£3,455,000,  at  the  latter  £5,027,000,  an  increase  of  45  per  cent. 
The  rates  levied  in  1891  were  £375,000,  in  1902  £797,000,  an 
increase  of  112  per  cent,  two  and  a  half  times  as  great  as  the 
rise  in  the  Valuation  Roll.  And  within  the  same  period  the 
burden  of  capital  debt  had  increased  119  per  cent,  or  from 
£5,940,000  to  £13,034,000.  It  is  thus  seen  that  the  debt  is 
fully  two  and  a  half  times  as  great  as  the  assessable  rental  of  the 
city.  This  debt,  whether  for  the  tiading  or  for  the  unremunera- 
tive  departments  of  the  work,  lias  been  almost  wholly  incurred 
under  Private  Acts  of  Parliament,  which  prescribe  the  mode  and 
time  of  redemption.  The  tramway  debt,  which  is  secured  on  the 
Common  Good,  not  on  the  rates,  is  redeemable  by  a  2  per  cent 
sinking  fund  accumulating  at  3  per  cent  interest.  The  other  debts 
are  all  secured  on  the  rates.  The  telephone  debt  is  redeem- 
able in  thirty  years.  The  debts  for  gas  and  electricity  (except 
the  older  portions  under  a  different  arrangement)  are  repaid  in 
forty  years,  those  for  markets  and  slaughterhouses  in  fifty  years, 
and  the  great  water  debt  by  a  1 J  per  cent  accumulative  sinking 
fund.  This  last  debt  alone  amounts  to  £3,200,000,  including  the 
capital  value  of  annuities.  The  non-trading  or  unremunerative 
debts  are  redeemable  within  forty  or  fifty  years  for  the  most  part. 
These  periods,  compared  with  the  ordinary  thirty  years'  term 
which  is  familiar  to  us  under  the  public  statutes  in  Scotland, 
indicate  that  large  corporations  promoting  private  Acts  can 
usually  obtain  more  time  for  repayment  of  debt  than  that  granted 
by  general  legislation. 

It  has  been  noticed  that  the  Glasgow  debt  is  two  and  a  half 
times  the  rental  of  the  city.  This  seems  to  be  something  like  the 
average  ratio  of  debt  to  rental  in  large  towns  in  Groat  Britain. 
A  witness  deposited  with  the  Committee  a  list  of  thirty-six  towns 
of  an  aggregate  rateable  value  of  about  £80,000,000,  and  with  a 
total  debt  of  £200,000,000.  The  metropolis  shows  much  better 
in  this  list  than  any  provincial  town,  with  £40,000,000  rental  and 
£58,500,000  debt:  its  rental  is  equal  to  that  of  the  other  thirty- 
five  towns  together,  but  it  has  barely  three-tenths  of  the  total 
debt.  Bristol,  Cardiff,  and  Hull  are  the  only  other  English  towns 
which,  exceeding  one  million  pounds  of  rateable  value,  have,  like 
Glasgow,  debts  less  than  threefold  their  valuation  roll.  The  debt 
of  Liverpool  is  just  three  times  its  rental.  Of  the  other  English 
millionaire  towns,  the  debt  of  Leicester  is  3J  times  its  rental, 
that  of  Bradford  4  times,  of  Nottingham  and  Sheffield  each 
\\  times,  of  Leeds  4J  times,  and  of  Birmingham  4f  times. 
Manchester  has  a  debt  of  £19,600,000  against  an  assessable 
rental  of  £3,500,000,  the  debt  being  more  than  5J  times  the 
annual  value.  The  Ship  Canal  has  had  much  to  do  \uth  the 
weight  of  this  burden.  I  may  add  that  not  only  is  the  London 
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debt,  in  proportion  to  rateable  value,  much  less  than  is  the  case 
in  any  other  large  British  town,  but  also  the  portion  of  the  debt 
represented  by  trading  works  is  less  in  London  than  elsewhere. 
I  have  stated  the  London  debt  as  1 J  times  its  rental,  and  that  of 
Liverpool  as  3  times  the  rental  there.  But  of  the  London 
debt  less  than  10  per  cent  is  for  undertakings  intended  to  be 
remunerative,  while  of  the  Liverpool  debt  70  per  cent  is  on 
account  of  these  trading  works.  Indeed  the  non-trading  debt  at 
Liverpool  represents  a  sum  less  than  one  year's  assessed  rental. 
Bradford,  Manchester,  and  Sheffield  have  each  of  them  non-trading 
debts  of  little  more  (about  10  per  cent  more)  than  one  year's 
rental,  four-fifths  of  the  Manchester  debt  thus  arising  from 
remunerative  operations,  or  rather  from  operations  that  were 
intended  to  be  remunerative  and  to  prove  no  burden  on  the  rates. 

The  Joint  Committee  of  the  Houses  found  itself  quite  unable 
to  report  on  the  great  subject  of  Municipal  Trading,  and  con- 
fined its  deliverances  to  questions  affecting  the  form  of  municipal 
accounts,  the  system  of  audit,  and  the  publication  of  results. 
In  its  opinion  the  investigation  into  other  branches  of  the  subject 
should  be  continued  in  future  sessions  of  Parliament. 

A  Select  Committee  of  the  House  of  Commons  dealt  in  1902 
with  a  branch  of  the  subject  still  more  germane  to  the  objects  of 
this  Faculty,  or  at  all  events,  of  more  special  interest  to  the  Life 
Offices  with  which  the  Faculty  is  so  much  allied.  This  Com- 
mittee was  appointed  to  enquire  and  report  as  to  the  condi- 
tions limiting  periods  for  repayment  of  loans  raised  by  local 
authorities  in  the  United  Kingdom,  as  to  whether  any  relaxation 
of  such  conditions  is  desirable,  and  whether  uniformity  of  practice 
can  be  secured.  In  terms  of  this  remit  the  Committee  took 
evidence  from  more  than  thirty  witnesses,  of  whom  almost  all 
were  persons  of  experience  and  authority,  representing  the  Local 
Government  Boards  for  England  and  Ireland,  the  Boards  of  Trade 
and  of  Education,  the  London  County  Council,  the  Committee  of 
Ways  and  Means,  and  the  corresponding  Committee  in  the  Lords, 
the  Scottish  Office,  the  Commissioners  of  Public  Works  in  Ireland, 
and  numerous  Municipalities  in  England,  Scotland,  and  Ireland, 
including  the  Lord  Provost  of  Glasgow  and  the  Treasurer  of  the 
City  of  Edinburgh.  The  railway  interest  was  also  represented. 
Last,  but  possibly  of  most  interest  to  the  members  of  this 
Faculty,  evidence  was  given  by  the  Secretary  and  former  Solicitor 
of  the  largest  British  Life  Office,  a  company  which  at  this  moment 
has  on  its  books  loans  to  local  authorities  to  the  amount  of  thirteen 
millions  of  pounds.  With  the  exception  of  some  bonds  and  stock 
connected  with  London,  no  part  of  this  sum  is  in  stock  exchange 
securities.  It  is  wholly  lent  on  mortgage  ;  a  small  amount  only 
is  repayable  in  one  sum  at  a  fixed  period,  the  great  bulk  being 
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redeemable  gradually  during  a  stipulated  term  of  years,  either  by 
way  of  instalment  or  of  annuity.  If  I  define  these  terms,  it  is 
not  for  the  benefit  of  any  of  my  hearers.  The  instalment  system 
is  repayment  annually  (or  at  stated  periods)  of  equal  portions 
of  the  principal  amount  of  the  advance,  with  interest  on  the 
balance  outstanding.  The  annuity  method  is  payment  annually 
of  a  sum  equal  in  amount  from  first  to  last,  the  first  payment 
thus  necessarily  consisting  almost  wholly  of  interest,  and  the 
last  one  almost  entirely  of  principal.  It  is  noteworthy  that  most 
of  the  municipal  witnesses  that  appeared  before  the  Committee 
from  the  provinces  of  England  and  Ireland  expressed  a  preference 
for  the  annuity  system,  or  its  equivalent,  the  setting  apart  of  an 
accumulative  sinking  fund,  Avhereas  the  witnesses  from  the 
London  County  Council,  and  from  Edinburgh  and  Glasgow,  pre- 
ferred the  more  heroic  instalment  method,  where  the  burden, 
like  ^Esop's  bread-basket,  is  heaviest  at  first,  but  soon  becomes 
lightened.  Formerly  the  instalment  system  was  prescribed  in 
certain  cases,  but  by  an  Act  of  1903  all  loans  for  Police  or  Public 
Health  purposes  may  be  repaid  either  by  way  of  instalment  or 
annuity. 

Mr.  Stable  (I  need  make  no  mystery  of  the  name)  frankly 
explained  to  the  Committee  the  points  to  be  considered  in  weigh- 
ing the  eligibility  of  investments  offered.  Among  these  are : 
the  prosperity  of  the  place  or  district,  the  rise  or  fall  of  popula- 
tion, the  number  and  variety  of  trades  carried  on  (places  with  a 
single  industry  being  avoided),  the  rateable  value,  the  rates  pay- 
able, and  the  debt  already  incurred,  the  last  two  items  being 
compared  with  the  population  and  the  rental.  The  following 
table  gives  the  average  assessment  and  the  average  debt  per  £  of 
rental  and  per  head  of  population  in  England  and  in  Scotland. 
The  Scottish  figures  exclude  some  perpetual  annuities  representing 
the  cost  of  a  few  undertakings  (gas  and  water  works)  taken  over 
from  the  original  owners  : — 


Year. 
1894-5 

ASSESSMENT. 
Average  Rate. 

DEBT. 
Average  Amount. 

Per  £  of 
Gross  Rental. 

Per  head  of 
population. 

Per  £  of 
Gross  Rental. 

Per  head  of 
population. 

England 
and 
Wales. 

(Scotland. 

England 
and 
Wales. 

Scotland. 

England 
and 
Wales. 

Scotland. 

England 
and 

Wales. 

Scotland. 

s.     d. 
3    6 

s.     d. 
3    0 

£    s.    d. 
1     2     6 

£  s.    d. 
0  17  11 

£    s.    d. 
145 

£    s.    d. 
163 

£  s.   d. 
7  16    4 

£    s.    d. 
7  18    2 

1901-2 

4    2 

3    8 

1     8     6 

1     3    5 

1  10    7 

1  14    1 

10  10    7 

10  17  11 
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It  is  instructive  to  observe  that  while  the  assessment  is  from 
14  per  cent  to  22  per  cent  higher  in  England  than  in  Scotland, 
the  excess  being  14  per  cent  if  compared  in  relation  to  property 
and  22  per  cent  to  population,  yet  the  ratio  of  debt  is  more  in 
Scotland  than  in  England,  the   excess  being  11   per  cent  on  a 
property  comparison,  but  barely  3  J  per  cent  on  a  basis  of  popula- 
tion.    The  explanation  of  this  apparent  inconsistency  is  found  in 
the  fact  that  a  much  greater  proportion  of  the  Scottish  than  of 
the  English  debt  is  incurred  in  connection  with  trading  outlays, 
and  that  trade  undertakings  should  impose  no  burdens  on  the 
rates.     To  return  to  the  evidence  submitted  on  behalf  of  the  Life 
Office    as  Investor;  we    find    that   other  points   which    demand 
examination  are  the  extent  of  borrowing  powers,  and  the  nature 
of  these  powers,  particularly  in  regard  to  priorities  among  the 
creditors ;    and    lastly,  the  commercial   success  of  any   trading 
works  undertaken  by  the  applicants  for  the  loan.     Fortified  by 
such  enquiries  as  these,  which  had  been  found  severe  enough  to 
cause  certain  municipalities  to  be  placed  in  a  list  of  ineligibles, 
the    company    has    not    lost   a  penny   in  such  investments.     It 
attaches  very  great  importance  to  the  existing  government  con- 
trol over  borrowing  authorities.     The  counsel  and  legal  advisers 
of  the  company  agree  with  its  officials  in  their  exceedingly  high 
opinion  of   the   work  of  the  Local  Government  Board,  and  as 
investors  they  set  great  store  by  it.     They  desire  that  all  muni- 
cipalities should  be  subject  to  a  government  audit,  as  are  many 
local  authorities  at  present.     Further,  the  witness  suggested  that 
the  Local  Government  Board  might  be  empowered  to  grant  a 
certificate  to  the  effect  that  the  body  applying  for  the  loan  had 
power  to  borrow.    He  had  found  great  difficulties  in  investigating 
the  important  subject  of  priority,  a  point  on  which  the  borrowers 
themselves  are  often  quite  in  the  dark.     The  officials  of  towns 
with  assessable  rentals  of  £140,000,  £200,000,  £300,000,  and 
£800,000,  were  found   ignorant  of  the  prior  security  held  by 
existing  creditors.     A  town  with  £200,000  rental  had  borrowed 
£600,000,  and  believed   that  one-third  only   of  that  sum   took 
priority,  but  the  company's  investigation  showed  that  every  penny 
of  the  existing  debt  had  a  preference  over  new  loans.     In  refer- 
ence to   this  question  the  witness    states  that  local    authorities 
which  borrow  from  the  Public  Works  Loans  Commissioners  are 
in    danger   of    spoiling   their    market    with    other   lenders,    for, 
although  the  law  is  not  clear  and  the  claim  might  not  be  sus- 
tained, yet  the  Public  Works  Loans  Commissioners  are  believed 
to  claim  priority  for  their  loans  over  all  advances  from  unofficial 
sources. 

The  system  of  Local  Loans  has  been  of  rapid  growth,  and  has 
developed  itself  in  the  absence  of  any  specific  guiding  rules,  or 
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any  definite  plan.  Differences  of  practice  are  observable  as 
between  the  earlier  loans  and  the  recent  ones,  between  loans  in 
England,  in  Scotland,  and  in  Ireland,  between  loans  to  towns  and 
loans  to  rural  districts,  between  loans  under  general  legislation, 
and  loans  under  special  Acts  promoted  by  the  borrowing  authori- 
ties. And  naturally  there  are  differences,  depending  on  the 
objects  of  the  loan,  particularly  in  regard  to  the  probable  duration 
of  the  work  in  which  the  money  borrowed  is  to  be  expended. 
These  various  differences  bear  on  the  freedom  of  borrowing  powers, 
and  the  checks,  consent,  or  other  stipulations  imposed  on  the 
negotiation  of  the  loans,  the  security  and  its  limitations,  the  times 
and  the  mode  of  repayment,  and  the  rate  of  interest  charged.  It 
was  not  at  first  contemplated  that  local  borrowers  would  come  to 
the  open  market.  The  Government  provided  the  money  through 
the  Public  Works  Loans  Commissioners;  and  the  £37,000,000 
of  Local  Loans  Stock,  when  separated  from  Consols  in  1887, 
represented  the  national  funds  at  that  date  in  the  hands  of  local 
authorities.  Sixty  years  ago  a  loan  was  limited  to  three  times 
the  annual  assessment  raised,  and  repayment  was  required  within 
ten  years.  Then  the  time  for  repayment  was  extended  to  thirty 
years,  and  afterwards  the  Loan  Commissioners  were  authorised  to 
advance  up  to  five  times  the  amount  of  the  rates  annually  levied. 
But  it  was  soon  discovered  that  the  annual  revenue  from  the  rates 
was  a  function  unsuitable  for  determination  of  the  limits  of  sums 
to  be  borrowed,  and  the  whole  rental  of  the  district,  or  else  the 
assessable  value,  being  that  rental  under  deductions,  was  adopted 
as  the  unit  instead.  There  is  still  a  survival  of  this  arrangement 
in  the  provisions,  that  in  certain  directions  loans  must  not  exceed 
two  years'  assessable  rental,  and  that  if  they  reach  even  one 
year's  rental,  special  sanction  of  the  loan  must  be  obtained. 
Parish  Loans  under  the  Local  Government  (Scotland)  Act  1894 
must,  indeed,  receive  the  consent  of  the  Local  Government  Board 
if  the  debt  of  the  parish  exceeds  one-fifth  of  its  annual  value. 
But,  as  we  have  already  seen,  these  limits  have  been  long  passed 
in  the  case  of  many  of  our  large  towns,  and  at  Huddersfield  the 
debt  is  6J  times  the  rateable  value  of  the  borough.  Indeed,  the 
Acts  which  have  consolidated  the  powers  of  County  Councils, 
Parish  Councils,  and  Town  Councils,  have  made  no  attempts  to 
limit  borrowing  powers.  An  effectual  check  is  imposed  in  the 
few  cases  in  which  there  is  a  limit  to  the  rate  of  assessment,  and 
the  obligation  to  repay  the  capital  within  a  fixed  period  deters 
from  the  incurring  of  needlessly  heavy  obligations. 

As  regards  terms  and  modes  of  repayment,  it  may  be  noted  that 
a  loan  by  way  of  perpetual  mortgage  with  no  provision  for  re- 
payment, is  now  almost  unknown.  Debentures  or  Loan  Stocks 
have  been  frequently  issued  by  our  larger  Corporations,  but  in 
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connection  with  them  there  are  provisions  for  sinking  funds  or 
other  methods  of  redemption.  Parochial  and  rural  loans  are 
usually  repayable  gradually  within  periods  varying  from  thirty 
to  sixty  years,  for  the  most  part  by  way  of  annuity,  although 
now  and  then  on  the  instalment  system.  This  arrangement 
makes  such  investments  unsuitable  for  private  lenders,  who  for 
the  most  part  do  not  desire  to  have  their  capital  returned  to  them 
piecemeal.  But  contrariwise,  the  plan  is  an  excellent  one  for 
Life  Assurance  Offices,  which,  in  the  case  of  loans  for  long  periods, 
tind  their  security  automatically  strengthened  as  the  years  go  by. 
In  Scotland,  loans  under  general  Acts  are  for  the  most  part  repaid 
by  annuity  during  thirty  years.  The  longest  period  allowed  for 
repayment  is  sixty  years  for  Light  Railways,  if  so  sanctioned  by 
the  order  authorising  the  railway  ;  but  the  orders  granted  have 
restricted  the  period  to  fifty  and  even  to  forty  years.  Fifty  years 
is  allowed  under  the  Small  Holdings  Act,  and  for  the  building  of 
schools  and  libraries,  and  the  construction  of  roads  and  bridges. 
For  gas  supply,  forty  years  is  allowed,  and  for  ordinary  police 
purposes,  thirty-three  and  a  third  years.  For  burial  grounds  the 
limit  is  fixed  at  twenty  years.  Under  Special  Local  Acts,  easier 
terms  of  repayment  have  been  allowed.  The  Committee  can 
find  no  general  principle  adopted  in  fixing  these  periods,  which, 
however,  since  1882  have  had  sixty  years  named  as  a  maximum. 
Glasgow  must  accumulate  1  per  cent  of  its  Gas  Loan,  1J  per 
cent  of  its  Water  Loan,  and  2  per  cent  of  its  Tramway  Loan. 
These  percentages,  improved  at  3  per  cent  interest,  repay  the 
loans  in  periods  of  47,  37,  and  31  years  respectively.  For 
City  Improvements  under  the  older  Acts,  Glasgow  was  allowed 
only  twenty  years,  but  in  1897,  it  secured  for  new  loans  a  period 
three  times  as  long.  Edinburgh  has  to  accumulate  a  sinking  fund 
of  one  per  cent  in  respect  of  Gas  and  Water  Debts,  postponement 
being  sanctioned  of  the  sinking  fund  for  from  five  to  fifteen  years 
from  the  inception  of  the  undertakings.  The  fund  for  redemption 
of  Gas  Annuities  is  restricted  to  three-fourths  of  one  per  cent. 
Aberdeen,  Dundee,  and  other  Scottish  burghs  are  generally  allowed 
from  forty  to  sixty  years  for  repayment.  Under  the  local  Acts  of 
some  large  towns  such  as  Glasgow,  it  is  not  obligatory  to  invest 
the  sinking  fund  in  outside  securities,  or  to  employ  it  in  dis- 
charging a  portion  of  the  debt  in  respect  of  which  it  is  set  aside. 
The  sinking  fund  is  used  in  connection  with  further  authorised 
borrowings,  is  in  fact  lent  over  again  by  the  Corporation  to  itself 
to  provide  for  outlays  on  new  schemes  of  its  own.  Mr.  Arthur 
Kay  criticised  this  system  as  an  evasion  of  the  provision  for  a 
sinking  fund,  but  he  was  effectively  answered  by  another  Glasgow 
witness,  Mr.  Murray,  the  author  of  an  article  already  quoted  from 
the  Accountants1  Magazine.  Mr.  Welton,  the  well-known  London 
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accountant,  suggested  that  in  regard  to  undertakings  of  a  per- 
manent character,  such  as  water  supply,  it  may  often  be  need- 
lessly burdensome  to  provide  for  repayment  of  the  entire 
capital.  After  two- thirds  of  the  loan  had  been  redeemed,  the 
remaining  one-third  might  be  left  as  a  permanent  burden, 
subject  only  to  the  payment  of  the  interest.  This  proposal, 
while  in  one  view  reasonable,  is  opposed  to  the  general  feeling 
in  favour  of  ultimate  relief  to  posterity  from  the  charges  incurred 
by  the  present  generation,  it  being  considered  that  the  progress  of 
the  race  will  provide  for  each  generation  as  it  arises  work  sufficient 
to  tax  its  own  energies. 

The  stringency  of  the  money  market  in  recent  years  has 
tempted  local  authorities  to  delay  the  statutory  steps  for  the 
relief  of  their  finances,  and  to  take  short  loans  for  their  wants.  The 
general  Scottish  legislation  on  the  subject  includes  the  Poor  Law 
Act  of  1845,  the  Local  Government  Act  of  1889,  and  the  Burgh 
Police  Act  of  1903,  all  of  these  measures  sanctioning  short  loans 
on  the  security  of  the  rates.  But  the  borrowing  must  in  general 
be  confined  to  a  provision  for  the  current  year's  necessities  pending 
collection  of  the  assessment,  and  repayment  must  be  made  before 
the  close  of  the  financial  year,  or  in  special  cases  within  six  months 
thereafter.  A  lender  on  a  simple  receipt,  although  its  grant  may 
be  authorised  by  a  minute  of  the  borrowing  body,  cannot  rely  on  the 
security  of  rates,  if  the  loan  is  to  be  applied  towards  the  ordinary 
capital  expenditure  of  the  local  authority.  The  borrowers  on 
their  part  find  that  such  loans  are  not  without  their  inconveniences, 
and  in  connection  with  frequent  changes  among  the  lenders  they 
are  obliged  to  have  recourse  to  their  bankers  for  still  shorter 
loans  ;  and  the  banks,  finding  themselves  thus  made  serviceable  to 
corporations  which  are  at  other  times  in  competition  with  them, 
have  recently  imposed  somewhat  onerous  terms  on  the  local 
authorities.  Until  the  present  year  the  Scottish  banks  granted 
loans  to  them  at  a  rate  of  interest  identical  with  their  lowest 
charge  for  discount  on  bills  payable  in  Scotland,  but  recently  they 
have  fixed  the  figure  at  one-half  per  cent  higher  than  the  discount 
rate  of  the  Bank  of  England,  with  a  minimum  of  four  per  cent. 

In  Ireland,  new  loans  cannot  be  given  if  the  existing  debt 
amounts  to  two  years'  assessable  rental.  And  if  the  debt  amounts 
to  one  year's  rental,  the  Local  Government  Board  must  hold  a 
special  enquiry  before  it  can  grant  a  loan.  The  rateable  value  of 
Ireland  is  about  £14,000,000,  being  less  than  one-half  the  rental 
of  Scotland,  and  about  one-third  of  the  rental  of  London,  and  the 
debt,  as  we  have  seen,  is  just  a  little  over  this  figure.  Very 
few,  if  any,  local  loans  are  granted  in  Ireland,  except  by  the 
Government.  The  Public  Health  (Ireland)  Act,  under  which  the 
conditions  of  the  loans  are  prescribed,  contains  what  one  might 
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almost  describe  as  a  characteristically  Irish  anomaly.  The  Local 
authority  is  allowed  to  borrow  with  a  stipulation  of  sixty  years 
for  repayment.  But,  by  another  clause  of  the  same  Act,  the  Loan 
Commissioners  (who  are  practically  the  only  lenders)  are  not 
allowed  to  lend  with  more  than  fifty  years  for  repayment,  so  that 
the  clause  granting  the  longer  period  is  a  dead  letter. 

England,  including  Wales,  is  responsible  for  more  than  eighty 
per  cent  of  the  local  debt  of  the  United  Kingdom.  In  regard 
to  the  constitution  of  the  English  debt,  and  especially  to 
the  period  allowed  for  repayment,  the  government  departments 
exercise  much  greater  authority  than  they  enjoy  in  Scotland, 
where  the  borrowers  are  entitled  to  adopt  the  maximum  periods 
prescribed  by  statute,  without  interference  under  this  head  on  the 
p.irt  of  the  Local  Government  Board,  or  the  Board  of  Trade  or  of 
Education,  although  in  some  cases  the  consent  of  one  of  the  super- 
vising authorities  must  be  obtained  to  the  transaction.  But  in 
the  English  Acts  the  statutory  period  is  in  reality  only  a  maxi- 
mum. The  heads  of  departments  (and  the  London  County 
Council  in  the  case  of  metropolitan  borough  loans),  examine  the 
circumstances  of  the  proposed  loan,  the  probable  future  condition 
of  the  locality  in  regard  to  debt,  and  particularly  the  length 
of  time  during  which  the  work  is  likely  to  last,  and  they  fix  the 
terms  of  repayment  accordingly.  Where  part  of  the  loan  is  to  be 
represented  by  lands  or  substantial  buildings,  and  the  remainder 
of  it  by  utensils  or  machinery  demanding  early  renewal,  an 
equated  period  is  fixed.  The  sixty  years'  limit,  so  frequently 
found  in  the  English  Acts,  is  thus  in  practice  reduced  to  some- 
thing like  the  Scottish  terms.  The  Commissioners  under  the 
Public  Works  Loans  Act  further  hold  out  inducements  to  local 
authorities  to  accept  short  periods  for  repayment,  by  fixing  a 
lower  rate  of  interest  for  a  short  term  than  a  longer  one.  The 
rates  named  in  the  Committee's  Report  are  those  fixed  by  Treasury 
Minute  of  31  January  1900,  namely  — 

For  periods  not  exceeding  30  years  3J  per  cent. 

»  »  j>  *^         »         "2        »       » 


The  policy  of  the  Commissioners  has  had  its  effect.  The 
ratio  which  the  longest  loans,  those  exceeding  forty  years,  bear 
to  the  whole  loans  at  all  periods,  fell  from  1  1  per  cent  in  the  five 
years  1888-1892  to  3  per  cent  in  the  five  years  1898-1902. 
A  year  ago  these  rates  of  interest  were  raised  one-half  per  cent 
all  round,  with  this  exception,  that  if  the  period  does  not  exceed 
twenty  years  the  rate  is  fixed  at  3  J  per  cent.  From  the  theoretic 
point  of  view,  and  from  the  experience  of  the  course  of  interest 
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during  successive  generations,  the  longer  the  period  of  a  loan  the 
lower  ought  to  be  the  interest.  A  high  rate  of  interest  for  a 
long  loan  appears  to  be  warranted  only  if  the  borrower  has  an 
option  of  early  repayment  at  par  or  without  a  penalty.  Cheapened 
interest  for  short  loans  is  of  the  nature  of  a  bonus  given  to  induce 
those  who  contract  the  debt  to  pay  it  off  within  their  own  genera- 
tion, for  the  benefit  of  posterity,  which,  if  it  does  inherit  the 
unburdened  results  of  the  labour  of  its  predecessors,  will  probably 
find  new  work  quite  enough  for  its  own  powers.  And  there  is 
another  consideration  which  must  be  kept  in  view  against  any 
pleas  for  the  prolongation  of  the  debt-redemption  period  to  an 
epoch  limited  only  by  the  useful  lifetime  of  the  money  borrowed. 
That  consideration  is  the  need  of  having  a  depreciation  fund  as 
well  as  a  sinking  fund.  If  there  is  an  undertaking  built  with 
borrowed  money  and  likely  to  be  worn  out  in  thirty  years,  then 
if  we  wish  to  leave  the  next  generation  free  for  the  new  enter- 
prises that  may  then  be  calling,  we  must  not  only  have  our  debt 
redeemed,  but  also  the  cost  of  our  undertaking  written  down. 
Otherwise  our  successors  will  be  bound  to  float  a  new  loan  for 
renewal  of  our  worn-out  plant,  and  so  hampered  in  the  work, 
today  unknown,  which  by  our  hypothesis  will  fall  upon  them  in 
the  process  of  the  suns.  The  Committee  points  out  how  small  a 
sum  (one-tenth  of  one  per  cent)  appears  on  the  average  to  be  set 
aside  for  repairs  or  depreciation  in  trading  work,  and  recommends 
that  power  should  be  given  to  the  statutory  authority  to  require 
that  provision  should  be  made  for  the  probable  cost  of  repairs 
during  the  currency  of  the  loan.  A  substantial  provision  for 
depreciation  might  warrant  an  extension  of  the  period  within 
which  otherwise  the  loan  would  require  to  be  fully  repaid. 

The  Committee  was  appointed  to  consider  whether  any  relaxa- 
tions might  be  made  in  regard  to  the  periods  or  conditions  of 
repayment.  The  initial  question  under  this  head  bears  on  the 
time  when  the  repayment  should  begin.  Usually  the  duty  of 
providing  for  a  loan  runs  from  the  moment  when  it  is  received, 
the  first  instalment  or  annuity  falling  due  six  or  twelve  months 
thereafter.  The  Committee,  however,  admits  that  during  the 
construction  of  works  designed  to  be  reproductive  when  com- 
pleted, repayment  of  principal  might  be  withheld.  But  as  regards 
interest,  it  declines  to  sanction  postponement,  or  payment  out 
of  the  borrowed  capital.  If,  then,  repayment  is  to  be  by  way 
of  annuity,  the  annuity  will  begin  to  run  from  the  completion 
of  the  works,  payments  comprising  interest  only  being  in  the 
meantime  provided  out  of  the  rates. 

As  regards  England  and  Wales,  the  Committee  reports  in 
favour  of  extending  the  maximum  period  for  substantial  works 
to  sixty  years  generally.  At  present  this  is  the  period  allowed 
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under  the  Public  Health  Act,  but  not  under  the  Municipal 
Corporations  Act  or  the  Local  Government  Act,  where  the  limit 
is  thirty  years  only.  It  recommends  also  that  the  sanctioning 
authority  should  fix  in  every  case  not  only  the  limit  of  time  for 
repayment,  but  the  mode  of  repayment,  distinguishing  in 
particular  between  the  instalment  and  the  annuity  system,  and 
extending  the  period  of  the  loan  towards  the  statutory  maximum 
when  the  former  is  the  method  adopted. 

In  Scotland,  the  Committee  finds  no  general  demand  for  an 
extension  beyond  the  thirty  years  usually  sanctioned  by  the 
statutes,  not  a  maximum  as  in  England,  but  a  period  uniformly 
adopted.  It  is  recommended  that  the  period  of  twenty  years 
prescribed  for  burial  grounds  be  lengthened  to  the  same  customary 
period  of  thirty  years. 

For  the  comfort  of  the  Irish  borrower,  it  is  recommended  that 
the  maximum  period  of  thirty  years  mentioned  in  the  Municipal 
Corporations  Act  be  doubled,  and  further,  that  the  Commissioners 
for  Public  Works  be  empowered  to  lend  for  sixty  years  in  all 
cases  in  which  the  local  authorities  are  authorised  to  borrow 
for  that  length  of  time. 

The  Committee  animadverted  on  the  want  of  uniformity 
between  the  periods  for  loans  sanctioned  on  the  one  hand  by 
public  general  statutes  or  government  departments  acting  under 
these  statutes,  and  on  the  other  hand  by  the  provisions  of 
private  local  Acts.  The  Private  Bills  Committees  and  the  officers 
of  the  Houses  engaged  with  them  have  no  professional  advisers 
competent  to  assist  them  in  actuarial  calculations  (so  avers  our 
Report).  It  is  therefore  recommended  that  Private  Bill  Com- 
mittees, in  the  absence  of  very  detailed  evidence  as  to  the  purpose 
of  every  part  of  the  loan,  should  simply  name  a  maximum  period 
for  repayment,  leaving  the  appropriate  government  department 
to  fix  the  exact  term,  in  accordance  with  the  present  practice 
under  English  general  statutes.  Sums  amounting  in  the  aggre- 
gate to  very  large  figures  are  every  year  borrowed  to  provide  for 
the  costs  of  promoting  private  bills.  The  practice  has  been,  in 
the  case  of  English  private  bills,  to  require  that  loans  for  these 
costs  shall  be  repaid  within  five  years.  This  rule  has  been 
represented  as  a  hardship,  and  a  claim  has  been  made  that  as 
long  time  should  be  given  for  the  costs  as  for  loans  raised  for 
the  purpose  of  the  Act.  The  Committee,  however,  seems  to 
think  that  there  is  already  quite  enough  encouragement  for 
promoters  to  obtain  private  Acts  instead  of  adopting  the  provisions 
of  general  statutes,  and  considers  it  a  good  rule  that  the  costs  of 
private  legislation  should  be  wiped  out  quickly. 

The  Committee  reports  at  some  length  on  the  time  for  repay- 
ment of  loans  required  for  the  housing  of  the  working  classes, 
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and  recommends  generally  that  the  maximum  period,  now  thirty 
years  in  Scotland  and  sixty  years  in  England,  should  be  extended 
to  eighty  years,  the  adoption  of  repayment  on  the  instalment 
system  being  preferred. 

In  the  unlikely  contingency  of  default  in  payment  of  the 
interest,  instalment,  or  annuity  due  in  respect  of  a  local  loan,  the 
creditor  would  have  no  difficulty  in  enforcing  his  remedy.  The 
Local  Authorities  Loans  (Scotland)  Act  1891  authorises  the 
appointment  by  the  Court  of  Session  of  a  Judicial  Factor,  with 
power  to  assess  and  recover  all  rates  as  well  as  other  moneys  pay- 
able into  the  loans  fund.  The  Act  has  special  reference  to  loans 
by  the  issue  of  Stock  or  Debentures,  but  similar  procedure  would 
doubtless  be  competent  in  the  case  of  Local  Loans  of  every  class, 
and  in  every  part  of  the  United  Kingdom. 

I  have  called  this  paper  Notes  on  Local  Loans.  Contented  to 
deal  with  the  history  and  the  facts  of  the  subject,  I  have  avoided 
controversy,  and  have  allowed  representatives  of  various  schools 
to  speak  for  themselves.  I  have  entered  but  sparingly  into 
details,  and  so  perhaps  have  left  all  the  more  room  for  discussion 
to  follow.  I  have  not  dealt  with  the  practical  work  of  a  Life 
Office  in  granting  such  loans,  or  of  collecting  the  annuities  or 
instalments  of  the  repayment.  I  might  have  supplied  specimens 
of  the  forms  of  Bond  in  use,  with  the  tables  that  are  prepared  for 
every  loan  redeemable  by  way  of  annuity,  showing  the  division 
of  each  repayment  into  principal  and  interest.  But  all  of  us  are 
familiar  with  such  deeds,  or  have  the  opportunity  to  make  our- 
selves acquainted  with  them.  I  have  but  brought  before  you 
some  features  of  a  class  of  investments  specially  suited  to  the 
requirements  of  Life  Assurance  Offices. 
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DISCUSSION. 

MR.  G.  LISLE. — It  was  with  somewhat  mixed  feelings  that  I  undertook 
to  act  as  a  referee  upon  this  paper,  because  I  thought  that  there  might  be 
a  great  number  of  difficult  controversial  points  to  deal  with.  But  the  paper 
is  so  pleasantly  written  that  I  became  quite  fascinated  with  it,  and  found 
that  the  difficulties  apprehended  did  not  arise.  I  then  started  to  find 
something  to  criticise — some  flaw  in  the  figures  ;  but  I  found  that  these 
figures  had  been  prepared  in  Mr.  Kyd's  usual  careful  and  exact  manner, 
and  were  all  absolutely  correct.  The  paper  is  one  of  great  importance,  and 
deals  with  a  subject  which  we  are  none  the  worse  of  thinking  a  little  about. 
I  have  never  felt  alarmed  at  the  growth  of  local  debts.  The  citizens  of  the 
country  have  demanded  the  expenditure.  They  have  asked  to  have  their 
towns  better  lighted,  to  have  an  ample  supply  of  water,  and  of  electricity 
for  lighting  and  poAver  ;  and  their  having  insisted  on  getting  these  things 
has  c-uised  the  growth  of  their  debts.  To  a  large  extent  local  debt  may 
be  taken  to  be  a  gauge  of  progress  and  civilisation,  and  it  shows  that  the 
progress  has  been  very  rapid  during  the  last  thirty  years.  I  think  one  of 
the  most  important  points  referred  to  is  the  position  recently  taken  up  by 
the  Scottish  banks.  That  position  is  most  unfortunate.  The  fear  is  ex- 
pressed that  local  authorities  will  commence  what  is  erroneously  called 
"municipal  banking".  What  has  lately  been  going  by  that  name  simply 
consists  in  a  prosperous  town  intimating  to  its  citizens  that  it  is  prepared 
to  receive  money  on  deposit  and  allow  interest  on  it.  Take  the  case  of 
Glasgow.  The  corporation  informs  the  citizens  that  it  requires  money  at 
the  present  time  ;  that  the  banks  propose  to  charge  a  minimum  rate  of 
4  per  cent  for  the  accommodation  ;  that  if  the  citizens  go  to  the  banks  with 
their  money,  the  banks  will  allow  them  1  per  cent  for  it ;  whereas  if  they 
take  it  to  the  corporation,  they  will  get  2  per  cent  for  it,  thereby  doubling 
their  income  from  that  source.  The  corporation  also  benefits,  because  it 
gets  money  at  a  reduction  of  50  per  cent.  As  the  citizen  has  increased 
his  income,  he  has  more  money  to  spend  in  Glasgow.  I  think  we, 
as  business  men,  cannot  object  to  a  corporation  doing  the  best  it  can 
in  the  matter.  I  think  that  the  corporation  is  not  only  justified  in 
going  in  for  municipal  banking  as  I  have  described  it,  but  would  be  doing 
wrong  if  it  did  not  give  those  facilities  to  the  citizens.  But  what  has  been 
the  result  of  the  Scottish  banks  laying  down  this  new  law  ?  All  the  large 
corporations  have  simply  gone  to  London,  as  they  should  have  done  years 

Z,  and  borrowed  at  practically  2  per  cent.  What  is  the  real  meaning  of 
t  ?  It  looks  bad  on  the  face  of  it,  but  it  is  worse  underneath.  Here 
are  large  corporations  able  to  give  the  very  best  security,  and  yet  the 
Scottish  banks  penalise  them,  and  say  "We  won't  give  you  any  money, 
except  at  double  the  rate  charged  to  an) one  else"  ;  and  they  get  the  money 
readily  in  London.  But  the  money  got  in  London  is  realiy  the  money  of 
the  Scottish  banks  :  that  is,  the  money  they  are  not  prepared  to  give  in 
Scotland  except  at  4  per  cent,  they  are  compelled  to  give  in  the  open 
market  in  London  at  2  per  cent,  less  the  discount  which  goes  to  the  brokers 
in  London.  Corporations  are  bound  to  get  the  money,  and  the  money  is 
really  got  from  the  Scottish  bankers,  because  the  bills  show  where  they 
have  been.  Of  course  this  restriction  is  rather  hard  upon  a  small  corpora- 
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tion  ;  but  even  it  can  overcome  the  difficulty  by  calling  a  meeting  of  the 
finance  committee  and  instructing  two  or  three  of  the  members  to  sign  bills 
with  which  they  may  go  to  London  and  raise  the  required  money  at  half 
the  rate  demanded  by  the  banks  at  home.  There  can  be  no  "  run "  upon 
the  corporations,  because  they  very  wisely  only  accept  the  money  at  one 
month's  notice. 

MR.  R.  MURRIE. — I  have  read  with  much  interest  and  pleasure  the 
paper  which  Mr.  Kyd  has  been  kind  enough  to  prepare  for  this  meeting. 
He  has  succeeded  in  investing  a  somewhat  dull  subject  with  a  great  deal  of 
living  interest.     I  venture  to  say  a  few  words  on  the  practical  question  of 
the  advisability  of  insurance  offices  granting  loans  to  local  authorities.     If 
the  policy  of  the  office  is  to  invest  in  very  high-class  securities,  whatever 
the  rate  of  interest,  it  seems  to  me  that  it  cannot  do  better  than  embark 
largely  in  loans  to  local  authorities  of  the  better  class.     These  loans  yield 
a  better  rate  of  interest  than  most  other  gilt-edged  investments,  because 
they  do  not  appeal  to  such  a  wide  class  ;  and  they  have  this  advantage  over 
stock  exchange  securities  that,  if  a  rise  takes  place  in  the  rate  of  interest 
obtainable  from  good  investments  as  a  whole,  the  value  of  the  loan  is  not 
affected  as  a  stock  would  be,  and  we  avoid  the  awkwardness  of  having  to 
write  down  the  investment  in  the  books.     If,  on  the  other  hand,  an  office 
aims  at  getting  a  higher  rate  of  interest,  it  has  to  consider  whether  the 
interest  obtained  from  loans  to  local  authorities  of  a  less  assured  standing  is 
sufficient  to  compensate  for  the  risk.    My  own  view  is,  that  while  judging  by 
the  past,  the  risk  is  extremely  small,  yet  the  interest  yield  is  scarcely  com- 
mensurate with  the  risk  for  the  future.    One  fact  to  be  reckoned  with  is  that 
the  granting  of  such  loans  has  largely  gone  into  the  hands  of  a  few  lenders, 
who,  having  devoted  special  attention  to  it,  are  able  to  offer  attractive  terms. 
They  naturally  secure  the  cream  of  the  business,  so  that  outsiders  are -apt 
to  become  a  sort  of  dumping- ground  for  rejected  proposals.     The  amount 
of  the  rates  per  £  has  been  mentioned  as  one  of  the  factors  in  helping  one 
to  decide  as  to  the  eligibility  of  a  loan.     When  you  see  the  rates  of  a  town 
as  high  as,  say,  7s.  in  the  .£,  no  doubt  it  is  as  well  to  give  it  the  cold 
shoulder.     But  it  may  be  pointed  out,  as  a  bit  of  theory,  that,  if  the  town 
is  very  prosperous,  it  may  be  quite  able  to  bear  a  high  rate  of  assessment. 
Again,  if  the  rents  in  a  town  are  low — you  find  considerable  differences  in 
this  respect  between  different  towns — a  higher  rate  of  assessment  will  be 
required  in  order  to  produce  the  same  amount  of  money,  and  the  inhabi- 
tants may  still  not  be  at  all  overburdened.     It  may  be  of  interest  to  men- 
tion that  in  Scotland  the  assessment  is  based  on  the  actual  rents,  while  in 
England,  excluding  London,  the  basis  of  assessment  is  something  less  than 
the  rents.     In  1891  it  was  on  the  average  5  per  cent  less.     There  are  in 
both  countries  the  usual  considerate  reductions.    The  question  of  municipal 
trading  is  of  course  a  very  debatable  one.     It  is  interesting  to  note  that, 
according  to  the  1903  report  to  which  Mr.  Kyd  refers,  it  appears  that,  of 
all  remunerative  undertakings  carried  on  by  corporations  in  England  and 
Wales,  gas  works  paid  best,  in  the  aggregate,  while  baths  and  wash-houses 
resulted  in  a  considerable  loss.     Any  profits  made  were  quite  insignificant 
compared  with  the  amount  of  capital  employed.     I  am  not  forgetting  of 
course  that,  in  the  case  of  individual  corporations,  the  result  may  differ 
very  much  from  the  aggregate,  or  that  the  question  of  profit  is  by  no  means 
the   most  important  one  to  be  considered.     There  are  many  interesting 
features  in  the  reports  Mr.  Kyd  has  referred  to,  and  I  would  suggest  that 
one  particular  table  in  the  report  of  1902  should  be  printed  in  abstract  as 
an  appendix  to  the  paper.    I  refer  to  the  table  showing,  among  other  things, 
for  each  general  Act  which  authorises  borrowing,  the  maximum  period  of 
years  over  which  the  repayments  may  be  spread.     I  should  have  been  very 
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pleased  if  Mr.  Kyd  had  said  something  upon  these  practical  points  with 
which  he  assumes  we  are  all  familiar.  He  might,  for  instance,  have  spoken 
about  the  varying  forms  of  deeds — how  one  assigns  the  rates  in  security 
without  any  qualification,  and  therefore  leaves  the  priority  of  the  loan  an 
open  question  unless  otherwise  decided  ;  how  another  assigns  only  such  a 
proportion  of  the  rates  as  the  sum  secured  by  that  particular  deed  bears  to 
the  total  sum  borrowed  or  to  be  borrowed,  thus  making  all  loans  secured  in 
similar  terms  rank  pari  passu.  Then  there  are  varieties  in  the  clause  em- 
bodying the  arrangement  for  repayment,  and  it  is  desirable  to  make  sure 
that  such  arrangement  is  made  binding  on  both  sides.  Another  practical 
matter  I  may  refer  to  in  this  connection  is  the  contention  that  was  put 
forward  by  the  Bridgnorth  Guardians  in  a  well-known  case.  A  sum  was 
borrowed  by  that  body,  and  the  repayment  was  to  be  by  way  of  annuity. 
After  the  lapse  of  a  few  years  the  Guardians  found  that,  owing  to  a  general 
fall  in  the  rate  of  interest,  it  would  be  of  advantage  to  them  to  repay  the 
balance  of  the  loan  and  reborrow.  The  Court  of  Appeal,  however,  decided 
that  this  could  not  be  done  without  the  lender's  consent.  On  the  subject 
of  internal  office  arrangements  I  may  say  that  I  know  of  an  office  where, 
in  the  case  of  loans  repayable  by  instalment  or  annuity,  it  is  the  practice  to 
endorse  on  the  deed  each  successive  repayment  when  made,  along  with  the 
balance  of  the  loan  remaining.  This  is  a  very  convenient  arrangement 
from  the  auditor's  point  of  view,  for  it  must  be  a  little  awkward  for  him  to 
have  a  deed  for  a  large  amount  produced  to  vouch  some  insignificant  sum 
appearing  in  the  balance-sheet.  One  would  like  to  know  whether  the 
practice  I  refer  to  is  general.  I  am  sure  we  all  fervently  hope  that 
corporations  will  in  future  have  more  regard  to  economy  than  some  of 
them  have  had  in  the  past,  and  this  will  only  be  effected  by  the  ratepayers 
taking  more  interest  in  municipal  borrowings  and  spendings  before  they  are 
accomplished  facts.  Could  we  not  have  legislation  rendering  it  compulsory 
for  corporations  to  advertise  their  proposed  borrowings  in  a  conspicuous  and 
understandable  way,  with  an  authoritative  estimate  of  the  probable  effect 
upon  the  rates  ? 

Mr.  D.  PAULIN. — I  have  to  join  with  the  two  members  who  have  already 
stated  their  obligations  to  Mr.  Kyd  for  his  interesting  paper.  He  has  given 
us  a  great  deal  of  recondite  information  in  regard  to  this  class  of  invest- 
ment, and  it  has  been  put  in  a  most  interesting  way.  I  was  particularly 
pleased  with  his  remarks  in  regard  to  the  wealth  of  this  country  now,  as 
compared  with  what  it  was  at  the  beginning  of  last  century.  Bearing 
in  mind  this  emergence  from  comparative  poverty,  the  National  Debt  is  a 
mere  trifle  now  as  compared  with  what  it  was  then.  The  same  remark 
applies  to  the  debts  of  some  of  our  great  cities.  The  productive  wealth  and 
rating  value  of  these  municipalities  is  so  great  that  I  do  not  think  we  need 
have  any  fear  of  any  of  them  going  into  default.  The  values  and  the  rents 
of  houses  and  lands  have  risen  enormously.  I  believe  that  the  increase  in 
the  value  of  land  in  and  round  the  large  cities  almost  equals  the  decrease 
in  value  of  agricultural  land  throughout  the  whole  country.  I  have  to 
express  an  entirely  opposite  opinion  to  Mr.  Lisle  in  regard  to  municipal 
banking.  I  think  it  is  a  most  dangerous  thing  that  our  municipalities 
should  enter  into  competition  with  our  banks,  and  should  take  large  loans 
repayable  at  call  or  at  short  date  from  the  public.  First  of  all,  there  is  the 
great  danger  of  a  city  having  to  pay  off  these  deposits  at  a  time  of  excep- 
tional monetary  pressure,  and  when  it  might  be  quite  unable  to  raise  the 
necessary  new  loans  to  enable  it  to  do  so.  I  notice  that  our  City 
Chamberlain  is  present,  and  he  will  perhaps  convey  to  the  town  council 
that  the  opinion  of  this  learned  society  is  not  entirely  in  favour  of  the  city 
taking  deposits  at  short  date  at  a  higher  rate  of  interest  than  the  banks. 
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I  consider  that  is  just  as  dangerous  as  if  it  were  to  engage  in  any  other 
business  which  requires  special  skill,  technical  training,  and  careful 
watching — say  life  or  fire  insurance.  Mr.  Kyd  has  told  us  that,  in  certain 
towns  where  the  working  classes  predominate,  and  where  the  other  classes 
have  not  taken  their  share  in  the  responsibilities  of  municipal  government, 
there  has  been  borrowing  dangerous  to  the  safety  of  these  municipalities, 
such  as  West  Ham.  I  think  this  shows  how  necesssary  it  is  for  men 
of  position  to  come  forward  in  the  public  service  and  try  to  keep  munici- 
palities from  extravagance. 

Mr.  A.  H.  TURNBULL.— It  has  been  suggested  by  Mr.  Murrie  that 
specimens  of  some  of  the  forms  of  schedules  might  be  inserted  in  the 
paper,  and  I  think  these  would  increase  its  value ;  also,  if  an  index  were 
added  it  would  be  of  great  use.  With  regard  to  the  question  of  the 
corporations  and  the  banks  I  will  only  say  that  I  think  the  banks  did  not 
resolve  to  charge  4  per  cent  without  good  reasons. 

Mr.  EGBERT  PATON,  Chamberlain  of  the  City  of  Edinburgh. — Mr. 
President,  while  I  looked  forward  with  great  pleasure  to  coming  here 
today  to  hear  Mr.  Kyd's  paper,  I  did  not  expect  to  be  called  upon  to 
make  any  remarks,  and  I  do  not  know  that  I  can  say  anything  of  special 
interest  to  the  Faculty.  The  subject  is  an  interesting  one,  not  only  to 
those  who,  like  myself,  are  officially  connected  with  a  municipality,  but  to 
all  who  have  to  consider  the  best  methods  of  investing  the  moneys  belong- 
ing to  their  respective  business  concerns.  I  shall  not  refer  to  what  Mr. 
Lisle  has  said  on  the  banking  question,  nor  yet  to  what  Mr.  Paulin  stated, 
except  to  say  to  the  latter  that  his  suggestions  will  have  my  consideration. 
If  Mr.  Hector  Smith,  who  is  present,  could  also  be  induced  to  give  us 
his  views  on  this  particular  subject,  I  should  listen  to  him  with  perhaps 
even  greater  interest  than  I  did  to  Mr.  Paulin.  In  the  consideration  of 
the  important  subject  of  municipal  debt  I  do  not  know  that  sufficient 
attention  always  is  given  to  a  discrimination  between  what  Mr.  Kyd  refers  to 
as  remunerative  and  unremunerative  debt,  and  when  towns  are  compared 
there  is  thus  a  risk  of  misapprehension.  For  example,  take  the  case 
of  Edinburgh,  where  the  remunerative  and  unremunerative  debts  are 
perhaps  in  the  ratio  of  2^  to  1.  Then  take  along  with  that  the  case 
of  London,  to  which  he  has  referred,  where  the  remunerative  debt  is  only 
a  very  small  percentage  of  the  total  debt.  On  the  face  of  it  there  seems 
to  be  something  wrong  with  the  figures  ;  but  the  explanation  is  simply 
this,  that  London  has  not  undertaken  municipal  trading  to  the  extent  that 
Edinburgh,  Glasgow,  and  indeed  almost  all  the  other  cities  in  the  Kingdom, 
have  done.  This  discrimination  should  therefore  always  be  kept  in  view 
in  considering  this  phase  of  the  subject,  whether  from  the  point  of  view  of 
an  academic  discussion  as  to  the  whole  local  debt  of  the  country,  or — more 
important  still — in  regard  to  the  question  of  investing  in  the  securities  of  any 
particular  municipal  corporation.  Another  point,  referred  to  by  Mr.  Murrie, 
is  that  one  often  reads  of  the  results  of  municipal  trading,  and  sees  the  finger 
of  scorn  pointed  at  the  very  small  percentage  of  profit  made  on  the  capital 
invested  ;  but  it  must  be  kept  in  mind  that  the  main  object  of  municipal 
trading  is  not  so  much  to  make  a  profit  as  to  give  an  efficient  service  to  the 
community  as  economically  as  possible  There  is,  however,  really  great 
necessity  for  the  better  class  of  ratepayers  taking  an  interest  in  municipal 
affairs.  If  they  act  as  in  West  Ham,  there  is  without  doubt  a  distinct  danger 
that  municipal  trading  will  be  overdone.  This  appears  to  be  the  result  when 
municipal  administration  runs  wholly  into  the  hands  of  the  working-class 
ratepayers.  I  believe  Mr.  Kyd  is  under  a  misapprehension  in  thinking 
that  under  the  present  Acts  short  loans  can  only  be  taken  for  ordinary  or 
current  purposes.  The  general  Acts,  while  giving  power  to  borrow,  do  not 
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prescribe  the  method  of  borrowing,  except  to  this  extent,  that,  if  the 
borrowing  is  by  mortgage,  the  security  mortgaged  will  be  the  rates  and 
other  funds  and  revenues  of  the  corporation.  I  do  not  know  that  the 
method  of  borrowing  may  not  be  by  short  loan  even  for  capital  expenditure. 
I  shall  only  add  my  thanks  to  Mr.  Kyd  for  his  excellent  paper  and  to  the 
Faculty  for  giving  me  the  opportunity  of  being  present. 

Mr.  T,  HECTOR  SMITH,  General  Manager  of  the  National  Bank  of  Scot- 
land, Limited. — Mr.  President,  I  may  be  allowed  to  concur  with  the 
previous  speakers  in  expressing  my  sense  of  the  great  value  of  this 
paper.  Some  remarks  having  been  made  regarding  the  terms  upon  which 
banks  make  unsecured  short  loans  to  municipalities,  I  may  say  that  such 
terms  are  purely  a  matter  of  business.  The  corporations  and  the  banks  are 
apparently  competing  for  deposit  business,  and  the  sole  reason  why  banks 
act  as  they  are  doing  is  that,  as  their  trading  capital  is  represented  in  a 
very  large  measure  by  deposits  repayable  at  call — the  lenders  having  the 
security  of  large  banking  reserves— it  is  manifestly  questionable  policy  to 
lend  largely  to  corporations  against  no  security  at  all,  or  against  a  security 
repayment  of  which  is  postponed  over  extended  periods  of  years.  It  should 
be  understood  that  what  banks  do  in  the  way  of  short  loan  business  is  to  lend 
money  at  close  rates  only  against  securities  which  can,  in  the  event  of  default 
by  the  borrowers,  be  put  on  the  market  and  at  once  realised  if  necessary. 
But  corporation  deposit  receipts  are  not  negotiable  securities,  and  such 
floating  debt  can  only  be  liquidated  in  one  of  two  ways — either  by  finding 
fresh  lenders  or  by  issuing  further  stock.  If  banks  hold  the  stock  as  security 
for  short  loans,  they  can,  of  course,  if  necessary,  go  into  the  market  with  it 
and  repay  themselves  by  realisation.  Without  security,  they  naturally 
charge  higher  rates,  and  the  minimum  of  4  per  cent  is  practically  a  pro- 
hibitive rate,  as  they  probably  prefer  that  the  corporations  should  find  their 
money  elsewhere. 

MR.  A.  HEWAT. — I  should  like  to  say,  with  reference  to  Mr.  Kyd's  warn- 
ing not  to  lend  money  to  a  municipality  without  being  thoroughly  satisfied 
as  to  the  nature  and  extent  of  the  borrowing  powers,  that  a  case  in  point 
came  under  my  own  observation.  Money  was  wanted  for  some  gas  works 
that  had  been  taken  over,  but  on  enquiry  it  turned  out  that  (1)  all  that 
could  be  assigned  was  the  revenue  from  the  supply  of  gas,  and  (2)  any 
amount  of  debt  could  be  subsequently  raised  which  would  rank  pari  passu. 
To  meet  these  difficulties  a  minute  of  the  town  council  was  proposed,  but 
it  was  found  they  had  no  authority  to  bind  their  successors  in  office.  A 
second  point  raised  in  the  paper  is  as  to  corporations  lending  sinking  funds 
to  themselves,  and  I  think  that  is  dangerous.  I  see  that  the  cost  of  the 
municipal  buildings  in  Glasgow  is  to  be  repaid  in  fifty-six  years  ;  but  it  is 
not  stated  whether,  in  fixing  that  period,  any  allowance  was  made  for  the 
deterioration  of  the  stone  of  the  building  which  has  since  taken  place,  and 
which  has  proved  so  costly.  In  1894  a  member  of  the  Faculty  was  called 
in  to  advise  the  corporation  of  the  city  of  Edinburgh  in  regard  to  its  debt 
and  relative  sinking  funds,  but  I  cannot  say  whether  he  would  be  able  to 
advise  them  on  such  a  point  as  that  named.  In  the  matter  of  tramways 
also  it  is  usual  to  make  a  provision  for  a  sinking  fund  to  repay  the  cost  in 
so  many  years,  but  improved  methods  of  traction  may  be  introduced  and 
it  would  be  well  to  have  some  money  readily  available  on  that  account. 
As  regards  municipal  trading,  it  is  possible  that  fire  insurance  might  be 
undertaken,  which  I  think  would  be  dangerous.  If  corporations  started 
life  assurance  business  their  health  committees  would  have  to  be  more  care- 
ful as  to  sanitary  matters  ;  while,  if  they  began  life  annuity  business,  there 
might  be  temptation  to  laxness  in  matters  affecting  the  health  of  the  people  ! 
On  the  whole,  corporations  will  do  well  to  attend  to  their  own  business,  and 
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to  leave  insurance  business,  in  all  its  departments,  to  trained  experts  and 
companies  with  ample  funds  available  to  meet  all  possible  claims. 

Mr.  P.  RONALDSON. — On  page  399  reference  is  made  to  the  desire  of 
the  large  life  office  interested,  that  all  municipalities  should  be  subject 
to  a  government  audit,  as  are  many  local  authorities  at  present.  Now, 
a  government  audit  may  mean  either  of  two  things.  The  English 
custom  is  for  a  government  official  to  audit  the  books  and  accounts  of  the 
local  authorities  to  a  large  extent,  and  there  have  been  a  great  many 
failures  in  discovering  defalcations  in  connection  with  that  arrangement. 
But  in  Scotland  the  Secretary  for  Scotland  has  power  to  appoint  an 
accountant  to  audit  those  accounts.  It  may  be  interesting  to  say  that 
there  has  been  an  investigation  recently  in  England  with  regard  to  this 
question  of  audit,  and  the  Commission  has  recommended  that  the  Scottish 
system  should  be  followed. 

Mr.  J.  J.  M'LAUCHLAN. — Mr.  Paton  has  referred  to  the  necessity  for 
distinguishing  between  debt  representing  reproductive  expenditure  and 
debt  incurred  for  purposes  not  of  that  character.  I  think  a  better  indica- 
tion of  the  pressure  of  debt  upon  any  community  is  got  by  examining  the 
rate  of  assessment  rather  than  the  amount  of  the  debt  per  head.  These 
both  require  to  be  taken  into  account ;  but,  as  reproductive  expenditure  is 
not  supposed  to  add  to  the  burden  of  a  town,  the  former  method  ought  to 
be  the  better  guide.  As  regards  municipal  trading,  one  aspect  not  already 
referred  to — the  effect  on  private  trading  of  the  same  kind— should  be 
remembered.  If  a  municipality  takes  up  any  particular  trade  to  any  great 
extent,  it  is  prett}r  sure  to  drive  out  private  traders  in  that  particular  line. 
We  have  heard  how  in  Rome  long  ago  the  non-arrival  at  the  expected  time 
of  the  Egyptian  corn  ships  produced  the  gravest  anxiety.  Nothing  of  the 
kind  happens  with  us,  but  innumerable  private  individuals  by  attending 
to  their  own  interests  provide  punctually  for  all  our  necessities. 

THE  PRESIDENT  (Mr.  N.  B.  GUNN). — I  will  now  in  your  name  move  a 
vote  of  thanks  to  Mr.  Kyd  for  the  excellent  paper  he  has  given  us.  It  is 
an  admirable  history  of  the  subject,  and  should  prove  most  useful  to  us. 
As  some  of  the  speakers  have  indicated,  there  is  room  for  extension,  if  Mr. 
Kyd  is  kind  enough  to  take  the  necessary  trouble.  I  should  like  to  refer 
to  one  or  two  of  the  points  mentioned  in  the  discussion.  What  we  in  this 
hall  have  to  consider  is  local  loans  so  far  as  we  deal  with  them  in  connec- 
tion with  our  business  ;  and  it  does  not  affect  us  whether  a  municipality 
spends  its  money  foolishly  or  not,  so  long  as  the  security  for  its  debts  is 
sufficient.  The  only  point  that  concerns  us  is  this — "  Is  the  security  ample  ?" 
A  question  might  arise  as  to  the  possibility  of  a  municipality  becoming 
bankrupt ;  and  I  quite  agree  with  Mr.  Lisle  that  we  need  have  no 
fear  of  such  a  contingency  in  the  case  of  our  larger  municipalities.  In 
the  smaller  corporations  the  matter  is,  however,  different.  West  Ham  has 
been  referred  to.  Probably  it  has  learned  its  lesson  in  time,  and  by  im- 
proving its  financial  methods  may  prevent  the  bankruptcy  which  must  have 
followed  a  continuance  of  its  foolish  extravagance.  I  may  say  that  there 
is  an  actual  case  of  municipal  insolvency  caused  by  excessive  expenditure. 
The  corporation  (which,  however,  is  not  in  this  country,  but  in  Canada) 
was  a  rising  place,  and  the  municipal  authorities,  expecting  further 
development,  spent  large  sums  of  money  on  improvements.  Their  expec- 
tations, however,  were  not  realised,  and  as  the  rates  increased  to  an 
exorbitant  amount  the  manufacturers  could  not  afford  to  pay  them,  with 
the  result  that  the  factories  had  to  be  closed.  The  load  of  debt  thus 
became  too  great  for  the  town,  and  it  then  compounded  with  its  creditors, 
who  had  to  be  content  with  a  reduced  rate  of  interest,  and  with  payments 
of  principal  deferred  to  a  much  later  period  than  under  the  original  bargain. 
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The  same  might  occur  in  this  country  in  the  smaller  towns,  but  the  force  of 
public  opinion  in  large  towns  should  be  sufficient  to  ward  off  the  danger. 
With  reference  to  the  competition  between  banks  and  municipalities  as 
lending  bodies,  which  has  recently  been  begun  by  some  of  the  latter,  there 
is,  I  think,  a  real  danger,  as  pointed  out  by  Mr.  Hector  Smith.  In  the 
event  of  a  collapse  caused  by  perhaps  a  great  banking  failure,  would  the 
corporations  be  able  to  meet  the  temporary  advances  for  which  they  are 
liable  on  short  notice  1  Shortly  stated,  that  seems  to  me  to  be  the  danger. 
A  bank  is  equally  bound  to  meet  its  deposits,  but  it  holds  a  large  liquid 
reserve  for  contingencies  such  as  this.  A  corporation,  however,  holds 
practically  no  fund  available  for  such  a  purpose,  and  if  it  were  unable  to 
repay  the  short  loans,  it  would  be  in  a  very  serious  position. 

MR.  KYD,  in  reply,  said — Gentlemen,  I  have  to  thank  you  for  the  kind 
reception  you  have  given  to  my  paper,  and  also  to  thank  the  President 
for  the  words  in  which  he  has  proposed  this  motion.  But  I  am  in- 
debted to  some  of  you  for  even  more  ;  to  the  President  and  the  Honorary 
Secretary,  as  well  as  to  friends  outside,  for  supplying  me  with  literature 
on  the  subject.  Mr.  Lisle  has  paid  me  a  compliment  as  regards  the  extreme 
accuracy  of  my  figures,  and  on  that  point  I  have  to  acknowledge  the  assist- 
ance of  a  member  of  the  Faculty,  Mr.  Robert  Mackay  of  Aberdeen,  who 
checked  all  these  figures  and  otherwise  helped  nie  in  the  preparation  of  the 
paper.  Coming  to  the  points  referred  to  in  the  discussion,  Mr.  Murrie 
wishes  I  had  given  information  on  some  of  the  practical  points  with  which 
I  assumed  we  were  all  acquainted  ;  and  he  instances  the  presenting  to  an 
auditor  of  a  deed  for  a  very  large  sum,  whereas  only  a  small  amount  is  left 
standing  in  the  books  as  secured  by  the  deed.  But  in  connection  with 
municipal  and  other  local  loans  it  is  usual  to  annex  to  the  deed  a  schedule 
showing  the  amount  of  the  instalment,  or  the  amount  of  principal  contained 
in  each  annuity  payment ;  and  if  these  have  been  duly  paid,  the  summa- 
tion to  date  will  show  how  much  of  the  original  loan  has  been  repaid,  and 
the  amount  due  is  therefore  easily  found.  Then  the  City  Chamberlain  has 
expressed  the  opinion  that  corporations  can  borrow  on  short  loan  for  capital 
expenditure.  Well,  that  is  quite  true  :  they  can  borrow  for  anything  if 
they  find  people  willing  to  lend.  But  unless  they  have  special  powers 
under  a  private  Act,  I  question  whether  the  lenders  have  the  rates  as  their 
security,  in  the  case  of  the  loans  mentioned  by  Mr.  Paton.  The  general 
Acts  to  which  I  refer  (the  Poor  Law  Act  of  1845,  the  Local  Government 
Act  of  1889,  and  the  Burgh  Police  Act  of  1903)  do  not  contemplate 
borrowing  for  permanent  capital  expenditure  by  way  of  short  loans.  Any 
receipt  that  is  given  for  debt  taken  in  this  way  therefore  does  not  give  a 
security  on  the  rates,  even  although  the  transaction  may  be  authorised  by 
a  minute  of  the  corporation. 

NOTE  BY  MR.  KYD. 

In  reference  to  Mr.  Paton's  remarks,  I  would  further  desire  to  call 
attention  to  an  article  entitled  "  Municipal  and  County  Finance "  in  The 
Stock  Exchange  Official  Intelligence  for  1905,  dealing  amongst  other  matters 
with  loans  for  short  periods  on  deposit  receipt.  There  it  is  stated  "  The 
"  first  question  which  arises  in  the  consideration  of  this  method  of  borrowing 
"  is  upon  what  authority  do  the  corporations  rely  for  power  to  accept  loans 
"  on  deposit  notes-.  So  far  as  can  be  ascertained,  Parliament  has  not  given 
"  an  express  power  for  this  purpose  in  the  <;ase  of  any  English  local 
"  authority.  Scottish  legislation,  however,  which  is  occasionally  responsible 
"  for  provisions  novel  to  English  authorities  in  the  matter  of  local  finance, 
"  provides  the  following  instance,  at  least,  in  which  Parliament  has  expressly 
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"  sanctioned  the  borrowing  of  capital  moneys  on  simple  receipt.  The 
"  provision  is  contained  in  section  32  of  the  Stirling  Corporation  Order 
"  Confirmation  Act  1901.  It  enacts  as  follows  :  — 

" '  The  Corporation  may  in  the  exercise  of  any  statutory  borrowing 
'  powers  which  they  presently  possess  or  may  hereafter  obtain 
'  borrow  money  to  an  amount  not  exceeding  ten  thousand 
'  pounds  temporarily  on  simple  receipt  and  any  money  so 
'  borrowed  shall  form  a  security  on  the  rates  and  assessments 
'  leviable  by  the  Corporation  within  the  burgh  and  the  Corpora- 
'  tion  shall  make  rules  and  regulations  for  authorising  the 
'  borrowing  of  such  money  and  for  the  granting  of  receipts  for 
'  the  same.  Provided  that  a  register  of  the  receipts  from  time 
'  to  time  issued  by  the  Corporation  shall  be  kept  by  the  Treasurer 
'  of  the  Corporation  and  such  register  shall  show  the  amount  of 
'  each  receipt  and  the  names  of  the  persons  by  whom,  it  is  signed 
*  and  the  date  of  the  same  and  the  date  of  the  payment.  Such 
'  register  shall  at  all  reasonable  times  be  open  to  inspection 
'  without  payment  of  any  fee  by  any  creditor  of  the  Cor- 
'  poration.' 

"  As  regards  English  corporations,  it  is  stated  that  reliance  is  placed 
"  partly  upon  their  statutory  borrowing  powers  and  partly  upon  what  is 
"  perhaps  rather  indefinitely  described  as  their  common  law  powers.  As 
regards  the  first-mentioned  powers,  however,  it  may  be  noted  that  they 
neither  in  terms  provide  nor  apparently  contemplate  any  such  method  of 
borrowing  as  is  here  in  question.  The  provisions  governing  the  exercise 
of  the  statutory  borrowing  powers  .  .  .  appear  to  contemplate  that  the 
loan  will  be  raised  by  the  issue  of  a  security  (mortgage  deed)  definitely 
charging  a  local  rate  or  fund — and,  in  certain  cases,  property — with  its 
repayment.  ...  In  the  case  where  the  borrowing  power  is  exercised  by 
the  issue  of  stock  or  corporation  bills  instead  of  a  mortgage,  the  charge 
on  the  local  rates,  etc.,  is  expressly  made  by  the  statutory  provisions 
governing  the  issue  of  those  securities.  .  .  .  Upon  the  whole,  it  would 
seem  desirable,  if  the  practice  of  accepting  these  deposits  is  to  become 
general  among  corporations,  that  the  system  should  be  put  on  a  clearly 
legal  basis  so  as  to  safeguard  the  interests  of  both  present  and  future 
ratepayers." 
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